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SUBJECT: POSSIBLE PRICE SHAVING BY OPEC OIL SUPPLIERS 

SUMMARY: ACCORDING TO A CENTRAL BANK SOURCE, GERONIMO 
VELASCO, PRESIDENT OF PHILIPPINE NATIONAL OIL COMPANY, 

HAS INDICATED THAT THE PHILIPPINES RECEIVES A PRICE REDUCTION 
OF PERHAPS 10 PERCENT ON CRUDE OIL FROM OPEC STATES. 

THE EMBASSY WAS UNABLE TO CONFIRM THIS FROM OTHER 
TRADE SOURCES, AND CONCLUDES THAT IF PRICE SHAVING 
DOES EXIST, IT IS NOT A SIGNIFICANT FACTOR IN TOTAL 
PHILIPPINE PAYMENTS FOR OIL IMPORTS. END SUMMARY. 

1 . DURING DISCUSSION WITH EMBOFF AND USG CONSULTANT 
(ALAN GOODMAN) ON NORTH/SOUTH ECONOMIC ISSUES, CENTRAL 
BANK DEPUTY GOVERNOR BENITO LEGARDA RESPONDED TO QUESTION 
ON PRICE SHAVING ON PETROLEUM SUPPLIES FROM OPEC. 

LEGARDA STATED THAT HE HAD HEARD THAT DISCOUNTS WERE 
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POSSIBLE AND THAT HE HAD CALLED GERONIMO VELASCO, 

PRESIDENT OF THE PHILIPPINE NATIONAL OIL COMPANY (PNOC). 
VELASCO CONFIRMED THAT THE PHILIPPINES DOES RECEIVE A 
DISCOUNT AND CAUTIONED LEGARDA THAT THE FACT IS 
"SUPPOSED TO BE A STATE SECRET." LEGARDA STATED THAT THE 
MAGNITUDE OF THE PRICE SHAVING IS "ABOUT 10 PERCENT." 
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2. EMBASSY OFFICERS HAVE ATTEMPTED TO VERIFY THAT 
PRICE SHAVING TAKES PLACE. THE PNOC OFFICIAL IN 
CHARGE OF THE OFFICE OF PLANS AND REASEARCH WHICH 
NEGOTIATES PNOC GOVERNMENT-TO-GOVERNMENT CONTRACTS 
NOTES THAT SAUDI ARABIA STICKS STRICTLY TO ITS POSTED 
PRICES. HE CONCEDES THAT OTHER ARAB SUPPLIERS 'HAVE 
BEEN MORE LIBERAL ABOUT STICKING OR NOT STICKING TO THE 
PUBLISHED PRICE", AND THAT THE PHILIPPINES GETS THE 
"MOST FAVORED" PRICE, I.E., THEY GET THE PRICE KUWAIT 
AND IRAQ GIVE TO "OTHER COUNTRIES IN SIMILAR CIRCUM- 
STANCES". A CALTEX OFFICIAL STATES THERE IS NO PRICE 
SHAVING FOR THE PRIVATE OIL COMPANIES, BUT CONCEDES HE 
BELIEVES IT IS DONE IN THE GOVERNMENT TO GOVERNMENT 
CONTRACTS OF PNOC. 

3. HOWEVER, THE PNOC GOVERNMENT TO GOVERNMENT CONTRACTS 
STILL COVER THE HIGHEST-PRICED OIL COMING INTO THE 
PHILIPPINES. OFFICIAL (SUPPOSEDLY NOT SHAVED) PRICES 

TO PNOC AFTER THE LATEST OPEC HIKE ARE: BASHRAH (IRAQ) 

12.65 $/BBL, KUWAIT 12.37 $/BBL, MIRO (MALAYSIA) 13.48 
S/BBL, AND W ALIO/KASIM (INDONESIA) 13.00 $/BBL, ALL DEEMED 
FOB PRICES. THE RESPECTIVE PERCENT INCREASES OVER 1976 
WERE 10.4 PERCENT, 10.2 PERCENT, 6.1 PERCENT, AND 
8.3 PERCENT, WHICH ARE THE HIGHEST PERCENTAGE INCREASES 
OF ALL CRUDE IMPORTS. 

4. ALSO, WE HAVE HEARD CONFIDENTIALLY FROM BOTH 
CALTEX AND PNOC SOURCES THAT CALTEX IS BEING ASKED 

TO ARRANGE FOR SHIPMENTS OF ARABIAN CRUDE FROM ARAMCO 
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FOR PNOC TO INCREASE THE COUNTRY'S OVERALL 
IMPORTS OF CHEAPER CRUDE. THIS WOULD NOT APPEAR TO 
BE NECESSARY IF PNOC WERE RECEIVING A 10 PERCENT 
PRICE SHAVE FROM ITS OTHER OPEC SUPPLIERS. WE HAVE 
CONFIRMED REPORTS THAT THE GOP/PNOC HAS BREN 
STRIVING IN VEIN SINCE LAST NOVEMBER TO CONCLUDE A 
GOVERNMENT TO GOVERNMENT CONTRACT WITH SAUDI ARABIA 
TO REPLACE ITS ONL CONTRACT INHERITED FROM EXXON 
WHICH EXPIRED LAST YEAR. VELASCO LEFT FOR THE 
MIDDLE EAST WITH SOME FANFARE MARCH 7 REPORTEDLY TO 
RENEGOTIATE SAUDI ARABIA AND KUWAIT GOVERNMENT OT 
GOVERNMENT CRUDE CONTRACTS. 

5. ON THE BASIS OF EVIDENCE CURRENTLY AT HAND. 

EMBASSY CONCLUDES THAT IT IS DOUBTFUL THAT THE 
PHILIPPINES BENEFITS SIGNIFICANTLY FROM ANY PRICE 
SHAVING BY OPEC COUNTRIES. AT MOST, IT WOULD AFFECT 
ONLY GOVERNMENT TO GOVERNMENT (PNOC) CONTRACTS WITH 
OPEC SUPPLIERS WHICH CONSTITUTES ABOUT 40 PERCENT OF 
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TOTAL PHILIPPINE IMPORTS. AND EVEN ASSUMING THAT 
OFFICIAL PNOC PRICES CONCEAL THE ACTUAL DISCOUNTED 
PRICES (WHICH WOULD HAVE TO BE FURTHER CONCEALED IN 
BALANCE OF PAYMENTS DATA), ANY DISCOUNT IS 
APPARENTLY INSUFFICIENT TO NEGATE THE POSTED PRICE 
ADVANTAGE OF SAUDI ARABIAN CRUDE. 

SULLIVAN 
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